Introduction
Over the last few years, the accession of new candidates to the European Union has posed an additional difficulty for the process of convergence towards a single European financial system. The official accession candidates, most of them with underdeveloped financial systems, have made some reforms in order to become more market orientated.
The aim of this chapter is to analyse empirically the process of convergence of the new EU members towards the European Union countries (EU-15 countries) in financial terms during the period 1999-2007.
The main results are as follows: first, the new EU Member States were close to a banking-based structure in both 2004 and 2007, even though there were significant cross-country differences, and second, the empirical results unambiguously point out the existence of financial convergence among European banking sectors in terms of the credit institutions assets, number of institutions, number of branches and number of employees. However, we found that the speed of convergence gradually diminished after 2004.
The rest of the chapter is organized as follows. Section 2 introduces the data and testing strategies, Section 3 presents the main empirical results and Section 4 contains some concluding remarks.
Data and testing strategies
Studies like Demirgüç-Kunt and Levine (1999) , in order to analyse financial structures, classified countries as either market-based or bank-based by constructing a conglomerate index of financial structure based on measures of size, activity and efficiency. In this paper we use cluster analysis because it allows us to specify different groups of countries in terms of their financial structure.
1
The analysis will proceed as follows. First of all, we will identify which of the EU-15 countries belong to each of the financial structures considered -bank-based or market-based -by applying cluster analysis. In the second stage, we apply panel data techniques to ascertain the primary determinants of the observed financial structure in the EU-15 countries. In the third stage, we apply these estimated coefficients to the new EU Member States, in order to obtain benchmarks for the efficiency of the structure of their financial systems. A comparison of benchmarks and the actual values provides us with a basis for evaluating the state of development of these countries and the degree of convergence towards a single European financial system across time.
2
To estimate the main determinants for financial development for each of the cluster groups, an empirical form has to provide to the financial structure of each country. Thus, we specify the financial structure per country in each year as a dynamic equation of the form:
(1) (t=q+1, ... ... ,T; i=1, ... ... ,N) where y it represents the financial structure per country i at year t, the vector x it contains the set of explanatory variables, β indicates the parameters to be estimated and q is the maximum lag in the model. The specification also contains a time effect γ t that is common to all the countries, a fixed but unobservable first-specific effect η i and an error term vit that is assumed to be serially uncorrelated with zero mean. We estimate the Eq. (1) using the "system" generalized method of moments (GMM).
Once the α and β parameters are estimated for the two clusters, we replace them with their estimates in Eq. (1) to obtain the benchmarks for the efficient structure of the new EU Member States' banking systems. Then, we compare these benchmarks to the actual data to measure their relative efficiency and appraise their banking system convergence across time.
In order to measure banking system development we would consider that banking assets may be housed in few or many institutions, with or without a large branch network and with a higher or lower labour force intensity. So, we consider four alternative variables to measure banking 
